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In February of 1971 the corporate headquarters 
were moved into the new Pan Ocean Building at 
60th Street and Madison Avenue, New York City. 


Dear Shareholder: 


Our annual report for 1970 covers Pan Ocean 
Oil Corporation’s first full year as a public com- 
pany. It has been a year of profound and dra- 
matic change for the Company. Developments 
during the past year have provided both the 
financial basis and the exploration opportuni- 
ties to enable Pan Ocean to move forward dur- 
ing the coming year. The most important of 
these developments are outlined below: 


The merger in early 1971 of Pan Ocean and 
United Bata Resources Ltd. 


The acquisition and geophysical exploration of 
a number of important acreage holdings—par- 
ticularly in Abu Dhabi, Nigeria, the North Sea, 
and Indonesia. 


The agreement recently announced between 
Pan Ocean and a major oil company providing 
for a joint venture arrangement in Abu Dhabi 
and Nigeria. 
The further financial strengthening of the Com- 
pany through a $10 million convertible deben- 
LUGE: 
A substantial growth in our technical staff and 
the addition of three new Directors to the Board. 
We welcome our many new shareholders in 
both Canada and the United States. We continue 
to be appreciative of your support and look for- 
ward to developments during 1971. 


Cordially, 


ieee ~~ 'Qtum, 


Stanley R. Rawn, Jr. 
Chairman of the Board 
and 
Chief Executive Officer 


May 1, 1971 


Exploration and Land Holdings 


EASTERN HEMISPHERE 


Middle East 


Last June Pan Ocean was awarded a highly pros- 
pective concession in the Arabian Gulf by the Ruler 
of Abu Dhabi. The concession is divided into two 
separate blocks comprising a total of more than 
three quarters of a million acres. Abu Dhabi is a 
small Trucial State with a combined onshore and 
offshore area of only 40,000 square miles. Oil produc- 
tion commenced as recently as 1962 and since that 
time oil discoveries in Abu Dhabi have propelled it 
to fifth place in the Middle East in terms of both oil 
production and oil reserves—exceeded only by Saudi 
Arabia, Iran, Kuwait, and Iraq. 

Pan Ocean, after an extensive seismic program on 
the concession area, has determined the location of 
the first exploratory well. This well, to be known as 
the Zaboot No. 1, will be drilled by the Pegasus, a 
jack-up drilling rig operated by The Offshore Com- 
pany. Drilling is scheduled to begin in May. 

An agreement has just recently been reached be- 
tween Pan Ocean and Amerada Hess Corporation. 
Under the terms of this agreement Amerada Hess 
will earn one-half of Pan Ocean’s 63°/o interest in the 
concession. 

Abu Dhabi is a member of the Organization of Pe- 
troleum Exporting Countries and consequently Pan 
Ocean will be affected by the agreement recently 
reached in Teheran between OPEC and the interna- 
tional oil companies. The agreement will place addi- 
tional burdens on all of the oil companies operating 
in Abu Dhabi, such as an increase in the tax rate 
from 50°/o to 55°/o and an increase in the posted price 
of oil. However, in return the OPEC countries have 
agreed that the new terms will remain unchanged for 
five years, thereby promising a period of stability 
between Abu Dhabi and the companies operating 
there. 
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Pegasus, which will drill Pan Ocean’s first 
test well in the Arabian Gulf offshore from 
Abu Dhabi. 


Africa 


Of the major oil producing countries of the world, 
Nigeria has realized the most dramatic increases in 
production during the last two years. Production is 
now at a rate of almost 1.5 million barrels per day, 
up from approximately 600 thousand barrels per day 
at the beginning of 1970. It is anticipated that pro- 
duction will exceed two million barrels per day in 
1972. Production is now being taken from some 41 
oil fields located in the Niger Basin. 

Following a photogeological study last year, Pan 
Ocean commenced a seismic program in late Novem- 
ber on Oil Prospecting License 51 which extends 
westward from the Niger River. Preliminary results 
were sufficiently encouraging to lead to an expansion 
of the original seismic program. This program is 
now intended to continue into the summer, and 
it is anticipated that drilling will commence before 
the end of 1971. Pan Ocean presently owns a 100% 
interest in OPL 51, has been notified that it has 
been granted OPL 71, and has an application pend- 
ing on OPL 99. 

An agreement, subject to Nigerian Government 
approval, has just been entered into with Amerada 
Hess Corporation. Under the terms of the agreement 
Amerada Hess will earn a 50% interest in Pan 
Ocean's Nigerian interests. 

Two unsuccessful wells were drilled offshore 
Ghana during 1970 at no cost to the Company. Pan 
Ocean holds a 2% interest in approximately two mil- 
lion acres both on and offshore Ghana. 

A seismic survey was conducted on a 2.5 million 
acre concession offshore Sierra Leone. The conces- 
sion was acquired jointly with Union Carbide during 
1970. Pan Ocean's interest is 50%. 

In South Africa Soekor, the government-controlled 
company which has assumed work obligations in the 
Pan Ocean group’s concession area in return for an 
interest in any discovery, is continuing its drilling 
program in the 6.9 million acre onshore concession 
near Port Elizabeth. 


Geophysical crew on location in Nigeria. 
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Europe 


Phillips Petroleum Company’s significant Ekofisk 
discovery in the Norwegian sector of the North Sea 
in April 1970 established the North Sea as a major 
oil producing area. Since the Ekofisk discovery, nine 
separate oil fields have been discovered in the North 
Sea. Pan Ocean has had a strong acreage position in 
the North Sea since 1968, and presently holds acre- 
age in the three producing sectors—the Dutch, the 
Norwegian, and the United Kingdom (U. K.). The 
North Sea oil fields discovered to date are located in 
a 350 mile tertiary basin extending north to south. 
Pan Ocean’s U. K. Blocks 16/3 and 16/7 and Nor- 
wegian Block 25/4, which is expected to be awarded 
shortly, are all located in the central part of this 
basin. The Company’s Norwegian Blocks 11/10 and 
11/7 are located on the eastern flank of the basin. 
The Dutch blocks, which are not in the basin, are 
prospective for gas rather than oil. Results of seis- 
mic surveys conducted by the Company have been 
encouraging. 


In the Italian Adriatic Pan Ocean has a 75°/o inter- 
est in five blocks and interests pending in two addi- 
tional blocks. A recently completed seismic program 
on the awarded blocks is being interpreted. In Sicily, 
Pan Ocean’s subsidiary Oceanica Petroli Italiana has 
applications pending on 380,000 acres, both onshore 
and offshore. 

A test well, drilled on company acreage in Turkey 
last year at no cost to Pan Ocean, encountered only 
non-commercial quantities of oil. Pan Ocean holds a 
30°/o interest in about a half million acres in Turkey 
and has applications pending on an additional two 
million gross acres. 


Asia 


In April 1971 Pan Ocean announced it had ac- 
quired a 90% interest in exploratory rights covering 
approximately 10 million acres offshore Sumatra, 
Indonesia, under the usual production sharing ar- 
rangement with the government. An exploratory 
work program will be commenced this summer. 
Also, a general reconnaissance seismic survey was 
conducted during 1970 in the offshore area of Simeu- 
lue Island in Indonesia where Pan Ocean has an 
interest. 

Pan Ocean’s 10 million acre filing in the East China 
Sea off Okinawa has not yet been acted upon. The 
area, considered to be highly prospective geologi- 
cally, is clouded by conflicting territorial claims be- 
tween the coastal countries. 

The government of Australia recently awarded 
Pan Ocean a one million acre permit in New Guinea. 
The Company is currently participating in two min- 


North Sea 


eral exploration programs in Western Australia. As 
was recently announced, one of the programs has en- 
countered encouraging shows of nickel near Ravens- 
thorpe. However, results are too preliminary to as- 
certain the commercial value of the deposit. Pan 
Ocean has a 14°/o interest in this project. 

The license covering 1.3 million acres in New Zea- 
land was renewed January 31, 1971 for a five-year 
period. Pan Ocean holds an indirect 12.5°/o interest 
in the area. 

A 200 mile seismic program was recently com- 
pleted offshore from the Maldive Islands in the In- 
dian Ocean at no cost to the Company. Pan Ocean has 
a 22°/o interest in the 30 million acre concession. 


WESTERN HEMISPHERE 


North America 


Exploratory holdings in Canada now total 15 
million gross acres, or four million acres net to the 
Company’s interest. The Company exchanged ap- 
proximately 10°/o of its interests in the Arctic for a 


7°/o interest in Magnorth Petroleum Ltd. Magnorth 
holds over 13 million acres in the Arctic and has now 
conducted 3,000 miles of reconnaissance seismic. 

During 1970, United Bata Resources Limited—a 
predecessor to the new Pan Ocean subsidiary, 
United Bata Resources (Canada) Ltd. —participated 
in the drilling of two successful development wells 
at Strachan, Alberta and a number of exploratory 
wells, resulting in one gas discovery. Definitive drill- 
ing plans at Strachan will be decided at an operator’s 
meeting to be held in the near future. Bata also car- 
ried out an extensive mineral exploration program 
resulting in the staking of 180 mineral claims in 
Southeastern British Columbia. 

In Alaska the Company participated in a joint 
seismic survey in an area including Block 95 on the 
North Slope. The survey indicated that this block, 
in which Pan Ocean holds a 37°/o interest, is geologi- 
cally favorably situated. Also an aeromagnetic sur- 


Undeveloped Properties 


vey was conducted over the Company’s platinum 
prospect at Goodnews Bay. 

In the lower 48 states, where Pan Ocean has ap- 
proximately 400,000 gross acres, the Company will 
have a carried interest in a number of exploratory 
wells to be drilled during 1971 at no cost to the Com- 
pany, primarily in Colorado and Wyoming. 


South America 

Pan Ocean holds a 66°/o interest in two concessions 
comprising 600,000 acres offshore Ecuador. A seis- 
mic survey was conducted here in late 1970 and the 
Company is hopeful that drilling will get underway 
to test at least one of the structures within the next 
twelve months. 

Pan Ocean has relinquished its onshore interests 
in Colombia. Offshore, the Company has a 2.5°/o inter- 
est in a million acre concession on which a test well 
is expected to be drilled during 1971. 


LOCATION INTEREST GROSS NET 
Abu Dhabi 31.5% 778,000 245,070 
Poca 100° 1/083°200 1 083/200 
Canada 5 Various 15,328,904 3,932,205 
Colombia 25 1,000,000 25,000 
East China Sea* 70 10,000,000 7,000,000 
Ecuador 66.4 606,000 402,384 
Ghana 2.095 1,885,440 39,450 
Indonesia Various 10,333,516 9,333,379 
Italy—Adriatic Sea** Various 169,929 122,413 
Maldive Islands (Indian Ocean) 22.5 30,201,173 6,795,264 
New Zealand 25 1,276,000 159,500 
Nigeria** 100 937,484 937,484 
So ee eee Bi 
U.K. Sector 40 110,250 44,100 
Sierra Leone 50 2,560,000 1,280,000 
South Africa 40.9 6,890,240 2,817,420 
Turkey 30.5 494 200 150,731 
United States Various 744,638 399 344 
TOTAL ACREAGE 86,150,279 35,066,192 


* Lease application—priority filing. 


** A portion of the acreage shown has not been formally awarded and is included in reliance on informal advice of appropriate authority. 
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Production 


On February 8, 1971, the Strachan Gas Plant went 
into production. Through United Bata Resources 
(Canada) Ltd., Pan Ocean holds a 20°/o interest in the 
$21 million plant and in the associated gas reserves. 


Gas Processing Plant, Strachan, Alberta. 
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Engineering estimates indicate that total undis- 
counted future cash flow to Pan Ocean from present- 
ly proven reserves at Strachan will be approximately 
$86 million over the next 25 years. The plant is cur- 
rently operating in excess of its designed capacity of 
250 million cubic feet per day. Gas sales have been 
contracted with Trans Canada Pipe Lines Ltd. for a 
25-year period. Prices escalate from a current 15.5¢ 


per mcf to 21¢ per mcf at the end of 25 years, subject 
to upward redetermination in the tenth year. Con- 
densates have been contracted for sale to Gulf Oil 
Canada Ltd. for a five-year period. Sulphur markets 
are presently depressed and no firm sale commit- 
ments have been entered into for the plant-produced 
sulphur, which is presently being stockpiled. The 
Company’s share of the plant’s net operating revenue 
will approximate $2.25 million in 1971. 

In Crockett County, Texas, the Ozona gasoline 
plant is currently operating at five million cubic feet 
per day, or at just 20°/o of its full capacity. Recovery 
of water injected during fracture treatments, which 
normally leads to increased gas production rates, 
has been disappointingly slow. This factor, plus a 
decision to postpone a scheduled development drill- 
ing program in the Ozona field during 1970, has kept 
the plant at only fractional utilization. An FPC (Fed- 
eral Power Commission) decision on interstate gas 
prices is being awaited and should result in signifi- 
cantly higher gas prices for undedicated gas in the 
area. Consequently further development drilling at 
Ozona will not commence before a final FPC deci- 
sion, and in any event not unless better well produc- 
tivity is established. 


Acquisition of 
United Bata Resources Limited (N.P.L.) 


A particularly significant development for Pan 
Ocean was the recent combination of the assets and 
operations of the Company with those of United Bata 
Resources Limited (N.P.L.) of Calgary, Alberta, Can- 
ada. The proposal to combine was strongly sup- 
ported by the management of both companies and 
was overwhelmingly approved by the shareholders 
of United Bata in December 1970. 

A total of 3,080,487 Pan Ocean shares were issued 
to the United Bata shareholders, respresenting one 
Pan Ocean share for every three United Bata shares 
and increasing the number of Pan Ocean shares out- 
standing to approximately 7.6 million. Concurrently, 
Pan Ocean shares were listed on the Toronto and 
Vancouver Stock Exchanges (symbol POC). 


Management 


Pan Ocean’s management and staff have been 
strengthened through the merger with United Bata. 
Adam A. W. Kryczka, President of United Bata, and 
William H. Price, Executive Vice President, along 
with the entire Bata staff, have become an integral 
part of Pan Ocean’s operations. The talents of an 


additional experienced geological team have also 
been added. The Company now has strong com- 
petence in Canadian exploration and has the oppor- 
tunity to expand our efforts in this direction. 

In London the overseas operations have been fur- 
ther strengthened technically with the addition of 
two geophysicists with outstanding backgrounds— 
Dr. James C. Rees, formerly Chief Geophysicist for 
the Iranian Oil Consortium and Dr. Hans H. Loh- 
mann who has broad North Sea experience. Opera- 
tions outside the Western Hemisphere are directed 
by F. William Popp, Vice President, from the London 
headquarters. 

Three new Canadian directors have been added to 
the Pan Ocean Board: Adam A. W. Kryczka, Presi- 
dent of United Bata and Vice President of Pan 
Ocean; Phillip J. DeZwirek, former director of 
United Bata; and Victor E. Trudel, President of Pan 
Ocean (Canada) Ltd., who was also recently named 
Executive Vice President of the Company. 


Financial 
Position 


In July of 1970 Pan Ocean sold a $10 million 8°/o 
convertible debenture. This debenture, due in 1985, 
is convertible into common stock at $12.50 per share. 
The conversion price was arrived at on the basis of 
the market value of the Company’s stock on the date 
of the transaction. 

Although the Pan Ocean-United Bata merger was 
consummated in February 1971, the consolidated 
financial statements reflect the operations of both 
Pan Ocean and United Bata as though the companies 
had been one company from inception. For financial 
purposes, Pan Ocean was deemed to have completed 
its start-up phase and commenced operations on 
January 1, 1970. The income statement reflects an 
operating loss for 1970 of $4.7 million, of which $2 
million represents the cost of dry holes and the write- 
off of certain exploratory holdings. The balance sheet 
reflects a current asset position at year end of $19 
million, all but $1 million of which is represented by 
cash and other liquid assets, and a working capital 
position of $15.1 million. The total assets of Pan 
Ocean have grown from $18.7 million in December 
1969 to $48 million in December 1970. 
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Pan Ocean Oil Corporation ano susstiariEs 


Consolidated Balance Sheet 


ASSETS 
Current assets: 


Cashivs Sarre tocar wate seen e cae earn Pe eRe sree ee SAE near Ee ot aN O 
‘Time: Geposits ees) ere ee ee tee ener eee 
Marketable securities, at cost (quoted market value $1, 631 ,000) 
ACCOUNTS TeCcelVable Titer scree rere er ee a ee 


Total current: assets: 25008 oe ee ee ee 


Properties and equipment, at cost (Notes 4 and 5): 


Developed oillandicas pPLropecties meine ree eee 
Furniture: and) fixtures ante eee ee Ce er oe or ee ee eee 


Less—Accumulated depletion, depreciation and amortization 


Undeveloped leaseholds, mineral rights and mining claims 


Other assets: 


Investments; at" cOSty eee oe ee eee 
Deferredipreoperatingrex PCN SCS iin terete itn tte 
Loanito: officer. (Notes6) Serre eee hee eee eer 
QUA] reassert oe ae a Te Ta eT a 


Total “assets (i ee oe ee ee 


LIABILITIES AND SHAREHOLDERS’ EQUITY 
Current liabilities: 


ACcouUntsEpayablesandsaccrueds tab llitic sme y en tt eer en 
Notestandtotherpayablesstos bal kis nen eater eae 
iIncomejtaxes! payablex (Note ss) merrier era ra 
Long-term debt due withinione: year Note.) ease eee eee 


Total ‘current liabilities 225.4556 ee 


Long-term debt; (Note:6) eeeerr tae errr ee ee eee 


Shareholders’ equity (Notes 1,5 and 6): 
Common stock $.01 par value—authorized 30,000,000 shares; 


ISSUECIANCIOULS tan Gino w/-022, 0058S ATC S mane tte tian ten 
Capital intexcess.ob parsvaluiciery rer trae ee naar eee 
Def CI te seks cote eee rere Rn AU RET BERS com gece gee aI men Or 


Total shareholders’ equity ?: : 5 %o-08 sae ee oe ee eee 


Total liabilities and shareholders’ equity ...................... 


The accompanying notes are an integral part of these statements. 


December 20 


1970 


$ 4,168,392 


1969 


(Restated 
Note 1) 


$ 3,105,522 


12,837,810 1,800,000 
£151,225 — 
883,287 692,110 
69,477 41,968 
19,110,191 5,639,600 
17,429,077 6,396,085 
292,178 28,784 
i7721255 6,424,869 
(478,944) (59,662) 
17,242,311 6,365,207 
10,378,325 D935, 911 
27,620,636 12,301,184 
770,005 — 
— 556,934 
160,000 160,000 
318,815 52,155 
1,248,820 769,089 
$47,979,647 $18,709,873 


$ 1,764,561 


$ 1,173,816 


— 502,220 
1,174,874 ~ 
1,051,200 — 
3,990,635 1,676,036 

21,413,542 465,100 
76,226 66,255 
28,458,002 17,763,607 
(5,958,758) (1,261,125) 
22,575,470 16,568,737 
$47,979,647 $18,709,873 


Pan Ocean Oil Corporation anp sussipiaries 


Consolidated Statement of Loss and Deficit 


Revenues: 
Sales and other operating revenue 
Interest income 


Costs and expenses: 


Production and. lease Operating Expenses: csact a en oe ec ee ae ee ee 
Depletion, depreciation and amortization @....0)o4cee1es2. ee es uaoee nora. s son. 
Devenolestandsabandoniments a7 Gs. ann see ee ee ek Rn dy ee 
Dererrcem preaperatilng expelses osm. tise ce eee ee tise dato Re eee 
AWC CO WEIMO ages CLTCTIL Suse mt ne Ger. fotyn in Anette Ne BP onli alee Re cea Mew eo 
PAPE nes MRC DCI Se wre cern ea eo ee Atenas ae Py Sr hana e eee Pe Gree eae 


INGRIEossa@per siratce se 19/10 OO smo 69 ——W-2)) mee 
WENCIPRDC HINDIN PeOLL VOAT yaaa nae eGR SER See ae EU Rey OR eee 


IDERCIEMCRC OLSY CAL ire aoe wets Fae ete ee Ie egg nk TURES Bat tree Tig hn Ga tee a 


Statement of Common Stock 
and Capital in Excess of Par Value 


For the period September 4, 1968 to December 31, 1969: 
Exchange of 875,001 shares of common stock 


ior Uincewal@oee! leassaolels gual mavmsiall mMGIWS ..505cec.s0ensb0n0eccsnnsesgo0cncur 
Proceeds from various sales of 2,091,115 shares of common stock for cash .......... 


Proceeds from public offering of 400,000 shares of common stock, 


1ESS SSO) SSIS OH ISSUES 4 .cccoeoosose bed ssoonnaveodogs nous aogoepe ose ooaEes 


Proceeds from sales of 240,000 shares of common stock under stock option plan 


ANNE! SOG DUNC MASS AGIRESae A! (INOUE ©) occocancoooncgoasodsccuLsepadonesueoguosne 


Exchange of 206,488 shares of common stock for developed 


NaAtInAlecassproperliess (NOtCs4) gener seam ease ei a wen terrae cee tt rera rer yen en aevaer ete 


Credit resulting from pooling of interests with United Bata Resources 


brianna hin OWE eae ei ew) (ONaiter iI cae surah ay tia ola Sh acim ena a m.cme oe tee cede 
Balance at December 31, 1969 (restated—Note 1) ................. 0... cece cence 


For the period January 1, 1970 to December 31, 1970: 
Issuance of 479,943 shares of common stock in connection with the acquisition of 
Vaneil Properties, Inc., Pocantico Oil & Gas Corp. and Ocean Platinum Company 


GINGTCBS) Ree ie ees ote ee ene ora ea in Gata eake one a eta eat 


Exchange of 247,878 shares of common stock for developed natural gas properties 


CINO TENA ire tee eee eg ie ea yans Sees ema tanta ni Witistnts im praaenattons averumiale Ayer ire 
Credit resulting from gain on purchase and sale of Bata common shares ........... 
Proceeds from various sales of 1,691 shares of common stock for cash ............. 


Issuance of Bata common shares converted to equivalent number of Pan Ocean 
common shares (Notes 1 and 6): 
Proceeds from sales of 261,667 shares of common stock relating to 


Exercise Of SIOCK-OPUlONS. amd Warlants meaaacse  s an meme chee e oe ce aii a-t a) 
Exchange of 5,923 shares of common stock for oil and gas interests ................. 


Balancerat: Decembergs 1751970 rar irae eee at ears re et red eon ee ore erede wares 


The accompanying notes are an integral part of these statements. 


Year ended 
December 31, 


1970 1969 
(Restated 
Note 1) 
$1,073,736 $ 47,722 
581,439 28,582 
77,567 — 
84,487 — 
1,817,229 76,304 
738,192 50,888 
420,197 57,452 
1,956,805 642,001 
556,934 — 
19,205 164,850 
751,651 15,031 
2,071,878 407,207 
6,514,862 1,337,429 
(4,697,633) (1,261,125) 
(1,261,125) — 
($5,958,758) ($1,261,125) 
Capital in 
Common excess of 
stock par value 
$ 8,750 $ 1,741,252 
20,911 3,529,065 
4,000 2,785,681 
2,400 187,600 
2,065 5,160,135 
28,129 4,359,874 
66,255 17,763,607 
4,799 6,450,436 
2,479 2,685,321 
—_— 90,803 
17 ZS 
2,617 1,288,901 
59 157,801 
$76,226 $28 458,002 
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Pan Ocean Oil Corporation anp sussipraries 


Consolidated Statement of Source and Application of Funds 


For period from 


For the inception 
year ended September 4, 1968 
December to 
31, 1970 December 31, 1969 
(Note 1) 
Source of funds: 
Issuances of common stock by Pan Ocean: 
HorndevelopedsandsuindevelopediproperticSa erent eee $ 2,687,800 $ 6,912,202 
ACQuisition oOfcertalnsSUbSIC1alcC Smee are eee arn 6,455,235 — 
Proceedsitromesaless of COMMONESTOCK a ener net ee 111,953 6,529,657 
9,254,988 13,441,859 
Issuances of common stock by United Bata Resources Limited (N.P.L.) (Note 1) .. 1,449,378 4 388,003 
Increase. in long-termdebt. ni see ree en nee er ee en eee 20,948 442 465,100 
Total ‘source: of funds)... oe eee eee 31,652,808 18,294,962 
Application of funds: 
Operations: 
Net (loss. ieess S.cstsircotalnrs crceee Ai tories S oRn IA Oo ea ae nee 4 697,633 1,261,125 
Less—Charges not requiring expenditure of funds: 
Depreciationsdepletionyand amonrntizallongeee ee ee ee (420,197) (57,452) 
Diy sholestand abandon enitsmeer eer ener eee ee eee (1,956,805) (642,001) 
Deferredipreoperating7expensSesmae eee ere (556,934) — 
1,763,697 561,672 
Properties and equipment: 
Developedvoileand#easSepropectics mee eee Tee ae eee 10,918,221 5,952,062 
Uindevelopedioleandssasy propeetl CS er eter aee eter ae 6,654,986 7,606,712 
Furniture atid fixtures \ 2 Seo ee cee 263,394 28,784 
17,836,601 13,587,558 
TH VESTIAGTITES: elec Boe eh ao gS eI oe 770,005 — 
Other tems) Met a ee oe eee ee eee ee eee 126,513 182,168 
Total ‘application of. funds 4:6 secu coe eae ae ee Oe ee 20,496,816 14,331,398 
Increase in; working capital ge. se scene ee ee 11,155,992 3,963,564 
Wortkingrcapltalvatsbesinlil SOLS Ca Tate er ere eae 3,963,564 — 
Working ‘capital at end of yearn eye ee e ee ee $15,119,556 $ 3,963,564 


The accompanying notes are an integral part of these statements. 
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Pan Ocean Oil Corporation anp susstpiaries 


Notes to Financial Statements 


Note 1—Organization and Reporting: 


Pan Ocean Oil Corporation (Pan Ocean) was incorporated in the 
State of Delaware on September 4, 1968. Its activities to December 31, 
1969 involved principally the acquisition of developed natural gas 
properties in Texas and undeveloped leasehold and mineral rights in 
North America and twelve foreign countries. 

On February 5, 1971 Pan Ocean and United Bata Resources Limited 
(N.P.L.) (Bata) effected a merger in accordance with the terms of a 
plan of combination initiated on September 23, 1970 whereby the 
companies combined their operations and assets and each share- 
holder of Bata received one common share of Pan Ocean in exchange 
for three common shares of Bata. A total of 3,080,487 shares of Pan 
Ocean common stock were issued pursuant to the merger agreement. 
As permitted by Opinion No. 16 of the Accounting Principles Board 
of the American Institute of Certified Public Accountants, the Com- 
pany has elected to account for the business combination under 
previous pronouncements of the Accounting Principles Board and 
its predecessor committee. Accordingly, the transaction was treated 
as a pooling of interests for accounting purposes and the accompany- 
ing consolidated financial statements have been adjusted retro- 
actively to include the operations of Bata for the years 1969 and 1970. 

For financial reporting purposes, operations were deemed to have 
commenced on December 20, 1968 for Bata and on January 1, 1970 for 
Pan Ocean. Therefore, the consolidated statement of loss and deficit 
for 1969 includes only the operations of Bata. For the year 1970 Bata 
had revenues of $57,000 and a net loss of $2,088,000. 


Note 2—Accounting Policies: 

The consolidated financial statements include the accounts of the 
Company and its majority owned subsidiaries. 

The Company follows the total cost method of accounting for its 
oil and gas interests. Under this method of accounting, all direct 
costs of acquisition, exploration and development are initially cap- 
italized. Depreciation, depletion and amortization of the capital cost 
of producing properties are provided for generally on a unit-of-pro- 
duction basis over the estimated recoverable oil and gas reserves. 
Costs associated with unsuccessful properties are written off at the 
time such properties are abandoned or surrendered. 


Note 3—Acquisitions: 

On February 9, 1970 the Company acquired all the outstanding 
shares of Vaneil Properties, Inc. for 326,531 shares of common stock. 
On June 30, 1970 the Company acquired all the outstanding shares of 
Pocantico Oil and Gas Corp. for 140,000 shares of common stock. On 
July 2, 1970 the Company acquired all the outstanding shares of 
Ocean Platinum Company for 13,412 shares of common stock. The 
assets of these companies consisted principally of oil and gas prop- 
erties, marketable securities and minority holdings of common stock 
in certain oil and gas companies. 

During the period from February 9, 1970 to April 30, 1970 the mar- 
ketable securities of Vaneil were sold for cash of $4,786,000. The net 
assets of Vaneil at date of acquisition had an estimated fair value of 
$4,870,000 after provision for an estimated $1,465,000 capital gains tax 
on sale of the marketable securities. The net assets of Pocantico and 
Ocean Platinum at dates of acquisition had estimated fair values of 
$1,376,000 and $209,235, respectively. The acquisitions were treated as 
purchase transactions for accounting purposes and hence the assets 
and liabilities of the companies were recorded at estimated fair 
values. The statement of loss and deficit includes the operations of 
such companies from their respective dates of acquisition. 


Note 4—Developed Oil and Gas Properties: 
Developed oil and gas properties are summarized as follows: 


19701969 
Producme ands and leasesse aa eee eee: $ 8,964,274 $5,204,720 
Beaserandiwelleequipmentueeeeeeereeeerate 2,368,973 866,035 
Pipelines aerre ce eer ety ene ten oe ee: 1,216,105 145,145 
Processing plants and related equipment .... 4,777,127 159,367 
OP nee Aer were: se nes ee Benes eae np eae 102,598 20,818 


$17,429,077 $6,396,085 


Developed oil and gas properties include certain natural gas wells 
and related facilities in Crockett County, Texas, received in exchange 
for 454,366 shares of common stock. The net assets received were re- 
corded at a total amount of $7,850,000. Such amount was based on 
estimates made by an independent appraisal engineer of future cash 
flow discounted at 8%. Certain shareholders of the Company held 
significant interests in the Texas properties prior to the above ex- 
change. 


Note 5—Long-Term Debt: 
Long-term debt at December 31, 1970 includes the following: 


Convertible Subordinated Note, due 


Aruiby ih, HORS) hater MARAE Bie Mis oon nooo coseacoccnuceoe: $10,000,000 
Secured bank loan, at 2% over 
Canadian ep uiine sta temers serena a renee rere: eee 6,385,985 
Notes payable to banks, interest 
enierraleniayer yoyeetonconmanelhy YG) oo c0sccccanccasoeoseuussee 4,125,200 
Other notes payable, due January 1, 1972 
UH oL ICRA REE SI) son ohuoodganaosods doobovorsoodn Gaines 1,953,557 
22,464,742 
Less—Estimated amounts to be paid within one year 
rhoxeltuvelere! aber Gurmeiay: INA OIMGES) . oso coagoandnnsodnoou, 1,051,200 
$21,413 542 


On July 21, 1970 the Company received from Pioneer Lands Cor- 
poration $10,000,000 cash for an 8% Convertible Subordinated Note 
which is convertible into common stock of the Company at $12.50 
per share. At July 21, 1970 Pioneer Lands and certain of its affiliated 
companies and individuals owned approximately 50% of the out- 
standing common stock of Pan Ocean. If the note were fully con- 
verted, 800,000 shares would be issued to a present shareholder of the 
Company who obtained title to the note upon the liquidation of 
Pioneer Lands Corporation prior to December 31, 1970. 


The bank loan of $6,385,985 is secured by assignments of interests 
in certain Canadian hydrocarbon reserves. The terms of the loan 
agreement provide for repayment from production from the as- 
signed reserves. The term of repayment is not to exceed seven years. 
The Company estimates that approximately $500,000 of the loan will 
be repaid during 1971. 

Notes payable to banks of $4,125,000 include $3,375,200 due currently 
and $750,000 due February 28, 1972. The Company is presently negoti- 
ating to refinance the $3,375,200 due currently and accordingly only 
$551,200 has been included in current liabilities. Certain of these 
notes are secured by developed natural gas properties located in 
Texas. 
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Note 6—Common Stock and Stock Option Plan: 


On August 22, 1969, pursuant to a Stock Purchase Agreement dated 
as of May 31, 1969 between the Company and an officer, the Company 
issued 60,000 shares of common stock for $160,000 in cash. In con- 
nection with this transaction, the Company on August 25, 1969 
loaned such officer $160,000 with interest at 7% per annum to be 
repaid in equal installments on June 1, 1971, 1972 and 1973. 

The Company has a qualified stock option plan, ratified by the 
shareholders on March 5, 1969, to grant options for up to 300,000 
shares. Options to acquire 299,500 shares have been granted. On 
December 11, 1970, shareholders ratified a new plan to grant options 
to purchase up to 75,000 shares. No options have been granted under 
this new plan as of December 31, 1970. Both plans provide for the 
purchase of stock at 100% of its fair market value as of the date the 
option is granted. Options may not be exercised under either plan 
unless the grantee remains in the employ of the Company for one 
year after the date of grant. The options expire up to five years from 
the date of grant. 

Transactions under the Company’s qualified stock option plans 
during the year ended December 31, 1970 are summarized as follows: 


Shares under Number of Option 
options shares price 
At December 31, 1970 119,500 $8-$21 
Options which became exercisable 
during 1970 79,500 $8 
Options exercised None None 


In 1970 an option was granted to a director of the Company, who 
is a foreign national, to purchase 10,000 shares at an option price of 
$11.50. This grant was not covered by the qualified stock option plans. 
United Bata Resources Limited (N.P.L.) issued 261,667 equivalent 
common shares of Pan Ocean in 1970 relating to the exercise of stock 
options and warrants for cash totalling $1,291,518. 


Note 7—Commitments: 

The agreements, leases and permits through which the Company 
holds direct and indirect interests in undeveloped lJeaseholds and 
mineral rights involve various obligations in the form of exploratory 
work programs and drilling of wells in order to retain the rights to 
the acreage. At December 31, 1970, the Company had commitments 
for the years 1971, 1972 and 1973 of approximately $3,625,000, $2,100,000 
and $1,685,000, respectively. 

The Company has a ten-year lease for office space at a yearly rental 
cost of approximately $350,000. 
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Opinion of Independent Accountants 


To the Shareholders and the 
Board of Directors of 
Pan Ocean Oil Corporation 


In our opinion, based on our examination and the report 
mentioned below of other independent accountants, the 
accompanying balance sheet, the related statement of loss 
and deficit, and the statements of common stock and capi- 
tal in excess of par value and source and application of 
funds present fairly the financial position of Pan Ocean 
Oil Corporation and consolidated subsidiary companies at 
December 31, 1970, the results of their operations and the 
information on funds for the year, in conformity with gen- 
erally accepted accounting principles applied on a basis 
consistent with that of the preceding year, as restated 
(Note 1). Our examination of these statements was made 
in accordance with generally accepted auditing standards 
and accordingly included such tests of the accounting 
records and such other auditing procedures as we con- 
sidered necessary in the circumstances. We did not 
examine the consolidated financial statements of United 
Bata Resources Limited (N.P.L.) and its subsidiaries, 
which statements were examined by other independent 
accountants whose report thereon has been furnished to 


us. 
Cece Wetihun, « Ce. 
60 Broad Street 


New York, New York 10004 
March 29, 1971 
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